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Safety  Runcl  for  [National  Banic  Depositors. 

Within  the  past  month  I sent  a circular  to  the  National  Banks  of  the  Utiited  States  submit- 
ting' a proposition  for  the  establishment  of  a safety  fund  for  National  Bank  depositors,  and  requesting 
the  opinion  of  each  Bank,  either  of  approval  or  disapproval. 

The  plan  submitted  proposed  a reduction  of  the  tax  on  circulation  from  1 per  cent,  per  annum 
to  % of  1 per  cent,  per  annum,  and  a contribution  equal  to  % of  1 per  cent,  per  annum  on  the 
average  deposits  held  by  each  Bank.  The  safety  fund  so  raised  to  be  placed  in  the  hands  of  the 
United  States  Treasurer  as  custodian,  and  to  draw  a small  rate  of  interest  until  applied  to  losses 
thereby  guaranteed. 

Three  thousand  five  hundred  and  fifty-nine  circulars  were  sent  to  the  National  Banks.  Replies 
have  been  received  from  every  State  in  the  Union  except  Delaware,  Nevada,  Arizona,  the  District 
of  Columbia  and  Indian  Territory.  Forty-nine  circulars  were  sent  to  the  States  making  no  response. 
Three  hundred  and  fifty-two  Banks  have  answered,  being  practically  one  reply  for  every  ten  circu- 
lars sent  out. 

These  replies  have  been  classified  as  follows.  By  the  usual  grouping  of  States  the  replies 
by  Banks  are: 

6 Eastern  States 10  in  favor,  13  opposed 

6 Middle  States 44  in  favor,  14  opposed 

13  Southern  States 52  in  favor,  13  opposed 

10  Western  States 117  in  favor,  50  opposed 

15  Pacific  States  and  Territories 33  in  favor,  6 opposed 

Totals 256  in  favor,  96  opposed 

Per  capita,  the  replies  are  72  per  cent,  in  favor  and  28  per  cent,  opposed,  or  of  every  7 replies 
5 are  in  favor,  and  2 opposed. 

By  circulation  outstanding,  the  replies  are  $7,758,497  in  favor,  and  $8,357,491  opposed 

By  capital  invested,  the  replies  are  $27,132,700  in  favor,  and  $27,314,000 — opposed. 

By  deposits  held,  omitting  what  is  known  as  bank  deposits,  that  is,  country  Bank  deposits 
in  city  Banks,  the  replies  are  $53,557,650  in  favor,  and  $78,943,420  opposed. 

Or,  the  replies  received  are  10  per  cent,  of  entire  number  of  Banks,  9 per  cent  of  entire 
capital  invested,  8 percent,  of  entire  circulation  outstanding,  and  7}4  per  cent,  of  entire  deposits  held. 

While  the  replies  have  been  fewer  in  number  than  were  desired,  tjiey  have  been  very  evenly 
distributed  over  the  various  interests  represented. 

Of  the  96  replies  opposed  to  the  plan,  30  gave  no  definite  reason  for  their  opposition,  66  gave 
mainly  two  objections: 

1st — “That  well-managed,  honestly-conducted  and  successful  institutions  would  be  asked,  or 
rather  compelled,  to  make  good  the  losses  sustained  by  the  patrons  of  poorly-managed,  dishonestly- 
conducted  and  weak  Banks,’’  or  as  some  gentlemen  stated  the  objection,  “Honesty,  prudence 
and  success  would  pay  a premium  to  dishonest^',  carelessness  and  failure,  and  it  might  become 
an  invitation  for  unscrupulous  people  to  enter  the  banking  business  in  hopes  of  having  their 
losses  paid  by  the  safety  fund.’’ 

The  prosecution  and  punishment  for  counterfeiting  a Bank  of  England  note  is  swift  and 
relentless.  If  the  evil-doers,  both  on  the  inside  and  outside  of  American  banking,  were  pursued 
with  the  same  vigor  and  the  sentence  of  punishment  were  without  the  hope  of  mitigation  or  pardon, 
the  fear  of  what  the  unscrupulous  might  do  ought  not  to  be  a hindrance-  The  objection  that  this 
plan  would  induce  carelessness,  and  thus  failure,  does  not  appear  forcible  when  it  is  considered 
that  such  an  idea  carries  with  it  the  proposition  that  a man  would  prefer  business  failure 
rather  than  success.  Can  one  conceive  of  such  a proposition  as  within  reason? 


2d — That  a Bank  with  an  already  large  line  of  deposits  would  have  to  pay  so  heavy  a portion 
of  the  safety  fund  that  they  would  be  unwilling  to  participate  in  the  plan. 

Several  bankers  stated  that  in  their  localities  competition  is  so  sharp  that  the  Banks  were 
compelled  to  pay  some  interest  on  deposits  and  daily  balances  in  order  to  hold  their  trade,  and  that 
a contribution  to  a safety  fund  could  not  be  borne  in  addition  to  the  present  taxes  and  interest 
charges.  This  objection  has  some  weight  if  offered  by  a non-interest  paying  Bank,  but  for  a Bank 
paying  per  cent,  per  annum  interest  on  one-half  or  one-third  of  its  deposit  line,  the 

equivalent  of  6-8  or  4-8  of  1 per  cent,  per  annum  on  its  entire  deposits,  the  objection  has  less  force, 
especially  if  the  result  should  be  to  abolish  the  custom  of  paying  interest  on  deposits. 

A letter  written  by  a banker  in  the  Northwest,  from  a State  where  12  per  cent,  interest 
may  be  legally  collected,  says  “Forfeit  the  charter  of  any  Bank  that  pays  interest  to  depositors.” 
Another  gentleman  says,  “Such  a guarantee  would  materially  increase  the  list  of  depositors  and 
remove  the  desire  on  the  part  of  the  Banks  to  encourage  the  payment  of  interest  on  deposits.” 
And  a third  says  his  Bank  “does  not  wish  to  attract  any  more  deposits.” 

One  Banker  offered  the  suggestion  that  the  present  tax  on  circulation  was  voluntarily  sub- 
mitted to  by  his  Bank,  that  it  could  regulate  the  amount  of  tax  it  should  pay  by  reducing  the  vol- 
ume of  its  circulation  if  it  choose  to  do  so,  but  a safety  fund  contribution  would  be  a direct  tax 
in  which  the  Bank  might  have  no  opportunity  to  exert  its  option.”  In  reply  to  this  objection: 
If  a safety  fund  is  to  be  established  it  would  be  only  equitable  to  give  the  Banks  already  organized 
an  option  to  take  part  in  the  fund  or  not  as  they  may  elect. 

One  of  the  largest  Banks  objected  that  “such  a plan  would  tend  to  develope  the  countr3’^  faster 
than  would  be  prudent,  safe  or  best  for  the  interests  of  the  various  communities;  new  settlements 
must  grow  strong  through  trial  and  tribulation;  if  their  path  is  made  easy  their  growth  will  be 
unhealthy  and,  though  rapid,  will  lack  strength.  Were  their  deposits  guaranteed  the  final  result 
would  be  to  place  the  rate  of  interest  practically  on  an  even  basis  throughout  the  length  and  breadth 
of  the  United  States.” 

Two  or  three  objectors  used  the  words  “un-American”  and  “Paternalism.”  As  the  Govern- 
ment is  only  designated  as  the  custodian  of  the  fund  the  paternalism  does  not  seem  to  apply.  So 
much  for  the  objections. 

In  favor  of  the  proposed  plan  the  strongest  idea  seems  to  be,  that,  though  such  a plan  might 
level  some  differences,  it  would  make  the  system  of  National  Banks  more  homogenous,  there  would 
* be  less  of  the  idea  each  Bank  for  itself,  and  more  regard  for  the  best  interests  of  the  whole  sj’stem. 

An  Ka  stern  Banker  writes:  “It  destroys  differences  where  differences  perhaps  ought  to  exist, 

and  in  a measure  makes  equals  of  unequals,  but  the  benefits  resulting  to  the  business  world  would 
be  so  great  that  they  ought  to  override  all  other  considerations.”  And  from  a large  Bank  in  the 
same  State  I quote:  “It  is  just  as  important  and  equitable  for  the  Government  to  hold  a special 
guarantee  fund  to  secure  deposits  from  loss  in  failed  Banks  as  to  provide  the  present  protection  for 
note  holders.  A large  increase  in  the  number  of  National  Banks  with  corresponding  increase  of 
circulation  would  result.”  Another  gentleman  writes:  “It  would  not  only  give  confidence,  but 

it  would  protect  where  protection  is  most  needed:  among  poor  or  small  depositors.  We  should  never 
forget  that  the  poor  man’s  all  is  as  much  as  the  rich  man’s  all.  I hope  the  matter  will  be  pressed 
upon  Congress.” 

There  are  so  many  systems  of  banking  in  the  United  States,  with  no  uniformity  of  action  on  any 
question  that  it  is  not  strange  many  people  advance  the  idea  that  the  “survival  of  the  fittest” 
should  be  allowed  to  govern. 

It  seems  to  be  impossible  to  introduce  in  this  country  a system  of  large  Banks  and  branches 
without  a tendency  toward  the  old  State  banking  customs.  The  circulation  of  that  class  of  Banks 
would  not  now  be  tolerated  by  the  people. 


The  great  extent  of  our  country  requires  localized  Banks  with  common  features,  that  will  give 
their  united  action  a prestige  equal  to  the  Bank  of  England  or  the  Bank  of  France  and  still  be  en- 
tirely free  from  such  political  control  as  might  attach  to  one  great  central  Bank  and  branches. 

One  gentleman  says:  “It  would  probably  be  best  to  treat  this  subject  as  part  of  a broader 

scheme  for  the  reform  of  our  banking  and  currency  laws,  which,  it  is  generally  admitted,  should  be 
reconstructed  upon  scientific  principles.” 

The  trend  of  State  legislation  of  late  years  has  been  unfriendly  to  organized  capital,  notably 
as  to  the  banking  business,  in  the  reduction  of  the  legal  rates  of  interest  and  a FULE  assessment 
for  taxation,  often  more  in  proportion  than  other  moneyed  capital  is  assessed. 

Eleven  States:  Alabama,  Colorado,  Indiana,  Kansas,  Missouri,  Nebraska,  North  Dakota, 
Oklahoma,  South  Carolina,  Virginia,  and  Washington,  have  imposed  penalties  of  fine  and  imprison- 
ment for  receiving  deposits  after  the  Bank  is  insolvent.  This  may  not  be  so  unreasonable,  but  in 
one  State  at  least,  Indiana,  the  law  reads:  “The  failure,  suspension  or  involuntary  liquidation 
of  a banker,  broker,  banking  company  or  incorporated  Bank  within  thirty  days  after  the  time  of 
receiving  such  (lost)  deposit  shall  be  prinia  facia  evidence  of  an  intent  to  defraud  on  the  part  of  such 
banker,  broker  or  officer  of  such  banking  company  or  incorporated  Bank.” 

In  a locality  where  a large  number  of  laborers  and  mechanics  are  employed  a small  Bank  may 
be  frequently  compelled  to  have  its  entire  capital  available  in  cash  or  at  its  credit  with  a city  Bank 
in  order  to  obtain  cash  for  pay  rolls.  An  accident  at  either  end  of  the  line,  entirely  beyond  the  con- 
trol of  the  small,  local  banker,  might  render  him  insolvent  at  a moment’s  notice  and  it  would  be 
manifestly  unjust  to  hold  him  liable  to  fine  and  imprisonment  for  any  deposit  received  within  the 
previous  thirty  days. 

If  the  State  Legislature  calls  in  question  our  honesty  and  integrity  thirty  days  before  the  fact 
occurs,  it  is  full  time  the  Banks  provided  themselves  with  a safe  guard. 

A letter  just  received  from  a gentleman  in  one  of  the  Southern  States  is  so  directly  to  the 
point  that  I quote  it  with  great  pleasure:  “I  believe  that  the  National  system  can  be  improved  and 

made  the  system  of  the  world.  Your  idea  is  a step  in  the  right  way.  The  need  of  some  such  plan  has 
long  been  evident.  What  is  more  helpless  than  a Bank  when  it  should  be  strongest,  and  I am  sure 
we  can  devise  a system  which  will  be  good  and  strong.  Now,  we  have  no  measure  of  protection, 
or  of  protecting  ourselves  against  depositors.  We  simply  exist  by  kindness,  depending  upon  the  hope- 
ful side  of  life’s  prospects.  We  ever  stand  ready  to  be  sacrificed,  every  President  and  Cashier,  and 
we  cannot  tell  how  soon.  We  stand  and  simply  try  to  convince  ourselves  that  we  are  one  of  the  few 
who  can  control  the  herd  and  be  saved.  Hence,  you  see,  intense  selfishness  possesses  each  officer 
and  every  Bank,  and  our  lives  become  selfish  and  a burden  to  us.  Why  should  a business  be  so  con- 
ducted that  every  man  in  it  stands,  as  it  were,  on  the  top  of  a magazine  which  is  liable  to  explode, 
and  his  whole  life,  be  it  ever  .so  good,  blasted?” 

One  of  the  features  brought  out  by  this  correspondence  is  the  fact  that  within  the  last  few 
months  at  least  five  gentlemen  have  written  papers  on  proposed  currency  reform,  neither  knowing 
of  the  other’s  action,  the  difference  in  their  localities  and  the  lack  of  acquaintance  preventing  an 
exchange  of  opinions.  They  are:  Mr.  Frame,  of  Waukesha,  Wis.;  Mr.  Allis,  of  Erie,  Pa.;  Mr. 

Morehead,  of  El  Pa.so,  Texas;  Mr.  Marble,  of  Los  Angeles,  Cal.,  and  another  from  Indiana,  whose 
papers  are  similar  in  their  plans,  and  four  of  whom  strongly  recommend  a safety  fund  for  deposits, 
while  the  fifth  says  the  “two  principal  features  necessary  to  a sound  banking  system  are  unques- 
tioned integrity  of  the  currency  and  maximum  of  security  to  deposits.” 

In  order  to  perfect  the  system  there  are  other  changes  in  the  National  Bank  act  that  should 
have  attention.  This  paper  has  been  confined  to  the  discussion  of  but  one  of  the  needed  amendments. 

CHARLES  S.  ANDREWS, 

Brazil,  Ind.,  Aug.  26th,  1897.  President  First  National  Bank. 
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TO  THE  MONETARY  COMMISSION, 

Washington,  D.  C. 

Herewith  I have  the  honor  to  submit  two  circular  letters 
of  dates  July  16th  and  August  26th,  on  the  subject  of  a Safety 
Fund  for  National  Bank  Depositors,  and  to  ask  your  consideration 
of  them. 


The  fair  construction  of  the  two  circulars  is  that  the 
majority  of  the  National  Banks  now  in  existence  are  ready  and  will- 
ing to  establish  a Safety  Fund  for  their  depositors  on  some  plan 
similar  to  the  one  proposed,  while  a minority  are  opposed  to  any 
such  plan.  This  difference  of  opinion  may  be  met  by  giving  each  of 
the  already  orcranized  Banks  an  opportunity  to  elect  whether  or  not 
it  will  take  part  in  such  a plan,  and  by  requiring  all  Banks  here- 
after organized  to  submit  to  such  a Safety  Fund  plan. 

If  the  result  of  the  proposed  Safety  Fund  should  be  to  in- 

t 

crease  the  number  of  National  Banks  and  thereby  to  increase  the 
volume  of  the  National  Bank  circulation,  may  not  all  the  paper  money 
issued  by  the  United  States  including  Silver  certificates,  be  grad- 
ually retired  and  replaced  by  National  Bank  circulation?  And  if  so, 
the  natural  result  would  be,  without  any  radical  change  in  the  exist- 
ing laVs  governing  Natioital  Bank  c i r cula  t i o^i , to  provide  a paper  cur- 
rency redeemable  on  demand  in  gold  coin  at  the  bank  of  issue  and  at  the 
United  States  Treasury. 

The  much  desired  ability  ‘‘to  furnish  credit  facilities  to 
every  portion  of  the  country’ ’ might  be  obtained  by  the  organization 
of  National  Banks  with  a capital  of  Twenty-five  Thousand  Dollars  in 
the  smaller  towns  and  by  permitting  branches  of  National  Banks  to  be 
organized  within  the  limits  of  the  County  in  which  the  parent  Bank 
is  located--the  combined  capital  of  such  branches  not  to  exceed  the 


capital  of  the  parent  Bank. 


It  would  probably  be  advisable  to  permanently  discontinue 
the  use  of  all  paper  currency  of  a lower  denomination  than  ten  dol- 
lars; this  would  force  the  silver  dollars  into  use, 

I have  the  honor  to  be  most  respectfully 

Your  obedient  servant. 
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Brazil,  Indiana, 

September  18,  1897. 


Pres’t  First  National  Bank. 


